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The complexity and breadth of the Maryland tax system reflects the diversity of the State, its 

industries, and its residents. However, the current system has loopholes which disproportionately 

benefit few at the expense of the majority. In fact, a significant portion of the state’s largest 

corporations pay little or no income taxes in a typical year.i Senate Bill 766 aims to address these 

shortcomings and to ensure that every resident and business within Maryland pays their fair 

share, while also receiving equitable benefits.  

SB 766 includes several components that will reform the Maryland tax system: 

1. Lower the Estate tax unified credit. 

2. Close the pass-through business loophole. 

3. Implement combined reporting requirements. 

4. Incorporate throw-back rules. 

5. Reform the capital gains tax framework. 

6. Modify personal income tax rates. 

7. Modify Maryland’s Child Tax Credit and Earned Income Tax Credit 

Estate Tax 

An estate tax is applied to the value of the estate of a deceased person. At both the state and federal 

levels, exemption limits have been placed allowing for estates of less than a certain amount to not 

be taxed. In 2014, Maryland increased this limit gradually to $5 million.ii Under this modification, 

exceptionally wealthy individuals have been able to have a larger portion of their estate be exempt. 

On average, American households inherit $46,200, though less than a third of households receive 

any money.iii 

SB 766 would lower the state’s estate tax exemption limit from $5 million to $2 million, ensuring 

that the very wealthy pay their fair share. Through 2014, Maryland exempted the first $1 million 

of an estate from taxes which resulted in only the largest 3% of estates being subject to the tax.ii 

Increasing the limit to $2 million acknowledges the economic changes within Maryland over the 

past decade as well as the reality that the passage of wealth looks different for every family. 

Nevertheless, taxing inherited wealth, especially to the tune of millions of dollars, is an important 

component of an equitable tax system. 

Pass-through Businesses 

Corporations are generally double tax entities, meaning that their income is taxed at the corporate 

tax rate and the owners or shareholders of the corporation are also taxed for the same income. 

Conversely, pass-through entities—which include sole proprietorships, LLCs, partnerships, LLPs, 



 
 

and S Corporations—are not double taxed since the profits and losses “pass-through” directly to 

the owners and shareholders who pay taxes on that income at their personal tax rate.iv  

SB 766 addresses a growing issue in which corporations use existing loopholes meant to benefit 

small businesses to avoid having to pay corporate taxes on their income. This “LLC loophole” is 

targeted by the bill via exempting $1 million of a pass-through entity while taxing income above 

$1 million. This approach ensures that only the largest and wealthiest businesses rather than the 

backbone of our economy – small businesses - pay their fair share. 

Combined Reporting and The Throwback Rule 

Combined reporting is a corporate income tax reporting framework where the taxes of affiliated 

taxpayers—including parent and subsidiaries companies—are reported as if they conducted 

business as a single legal entity for state income tax purposes.v Another reporting and taxation 

reform is the implementation of the throwback rule. Under this rule, if a corporation with facilities 

in Maryland has income which is not taxed by any other state that income is “thrown back” into 

Maryland and taxed here.  

Combined reporting assists with capture “nowhere” income—corporate income which is not 

generally taxable by states due to lack a sufficient “nexus,” such as a physical location, between 

the state and corporation. This is a prominent issue with companies that are set up in a certain 

state but do significant business elsewhere. A majority of states and DC have adopted combined 

reporting to some extent.vi  Like combined reporting, throwback is meant to address gaps in 

taxation for multi-state corporations and ensure they truly pay their fair share within the state 

they are operating. Currently, nineteen states and DC have throwback rules.vii  

SB766 would implement both structures into Maryland’s tax system, ensuring that multi-state 

companies that call Maryland home or do business here pay their fair share of taxes as they 

continue to receive the economic benefits of operating within the state.  

Capital Gains 

Capital Gains tax is paid by an investor on the profit that they make when an investment is sold 

unless the sale is made upon death of the owner or donated to charity.viii About 80% of capital 

gains go to the wealthiest 5% of taxpayers.ix Additionally, for 99% of American households, less 

than 4% of income comes from capital gains.x Comparably, 45% of income comes from capital 

gains for the top 1% of American households. In Maryland, capital gains are taxed as part of an 

individual’s income taxes, which means that investment income is taxed at the same rate as 

earned income. This means that prior to selling their capital gains, a significant portion of a 

wealthy household’s income is not being taxed as the same households without capital gains, 

leading to a lower tax burden for the wealthiest Marylanders. 

SB 766 simply imposes a 1% surtax on capital gains, which would help to provide revenue for the 

state while minimally impacting the vast majority of Marylanders due to exclusions for the sale of 

certain investments more widely accessible and utilized. 

Personal Income Tax and Tax Credits 

Currently, Maryland’s income tax rate brackets group together households with incomes over 

$250,000 or over $300,000 depending on filing status. The estimated median household income 

in Maryland for 2022 was $108,200, making the state one of the wealthiest in the nation.xi 



 
 

However, it should also be noted that Maryland ranks second in the nation in per capita 

millionaires, which make up nearly 10% of the state’s households.xii  

SB 766 modifies the income tax rate to better reflect the stratifications of Maryland residents and 

more equitably tax residents. Under the bill, a new 6%, 6.5%, and 7% tax rate will be created with 

the highest bracket being changed to “in excess of $1,000,000” and “in excess of $1,200,000” 

based on filing status. While the wealthiest 1% of Marylanders will see an increase meant to have 

them pay their fair share, this tax rate increase will, on average, be less than 1% of their income.i 

In addition to changes to tax rate, SB766 modifies and expands both the child tax credit and 

earned income tax credit to allow more households to save on their taxes, especially those who 

are low-and-moderate income. Under the change, households with incomes less than $165,000 

are estimated to see a tax cut of $149. And those with incomes of up to $250,000 should see no 

change at all.  

Overall benefits 

Multiple states have proposed “wealth taxes” with the goal of ensuring that residents of all 

economic classes pay their fair share.xiii This bill combines components from multiple previously 

introduced bills, as well as introduces new tax reforms with the goal of ensuring equity and 

prosperity for all residents of Maryland. This bill will increase revenue for the state which will 

help to address the myriad essential services requiring funding. According to Fair Share 

Maryland, these actions will result in an estimated $1.58 billion in net revenue for the state.i 

Additionally, SB 766 will result in more than $400 million in EITC and Child Tax Reform.i  

Under the tax reforms proposed by the Fair Share for Maryland Act, the state, its economy, and 

its residents will benefit.  

I urge a favorable report on SB 766, and I thank you for your consideration. 
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